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Chart 5: Manufacturing Comprises Only 11% of US Economy
US Manufacturing Output, Percent of Total US GDP
Source: Bureau of Economic Analysis
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2. Services Versus Manufacturing: In contrast to virtually all major economies,

the US economy has a low exposure to manufacturing and a very high
exposure to services. Compared with 80% for services, manufacturing
comprises only 11% of US GDP. Spending on services is relatively stable
and seldom contracts (see chart 5).

. Export Trade: The US economy is also far less dependent upon exports

when compared with other major economies. Because the current
slowdown is heavily influenced by weakness in world trade, the strong
domestic orientation of the US has sheltered GDP.

. Structural Advantages: The US also enjoys numerous structural advantages

over most other countries, including a smooth-functioning, market-based
economy; a healthy and resilient private sector; fewer government
regulations; an extremely sound banking system; steady inflows of
international capital; and more favorable demographics. The US economy
is also far more diversified than other major economies.

Consequently, with current GDP growth of 2%, the US economy is expanding at
close to potential. By comparison, GDP growth in most major economies has
declined to rates that are below potential. While manufacturing and trade

weakness in the global economy could eventually contaminate the US economy
to an increasing degree, the probability of an outright recession is less than
50%.
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Chart 6: World Manufacturing Slump in a Bottoming Process
Index of World Manufacturing
Source: JP Morgan
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WHAT IS YOUR FORECAST FOR THE WORLD ECONOMY?

World GDP is on track to expand by less than 3% this year, down from 3.5% in
2018 and a peak growth rate of 3.8% in 2017. Eurozone GDP could expand by
1.2%, down from a peak growth rate of 2.8% in 2017, while China’s GDP has
slowed from nearly 7% in 2017 and 6.5% in 2018 to 6% or less this year.

| continue to assume that world economic growth will accelerate in 2020
following another two quarters of weakness, with GDP rising at a 3.3% annual
rate. A further pick-up in growth to 3.5% in 2021 is possible. There are
preliminary signs of a cyclical bottom in global manufacturing (see chart 6).

WHAT ARE YOUR ASSUMPTIONS PERTAINING TO FOREIGN EXCHANGE
MARKETS?

Leadership within foreign exchange markets is likely to change significantly over
the next two years, based upon the following fundamental considerations:

» The US dollar (USD) has risen by nearly 15% over the past 18 months and
is at a multi-year high. The USD is a classic countercyclical currency,
appreciating during periods of economic weakness and financial stress, and
declining during periods of economic strength.

= The USD is significantly overbought and overvalued, as global investors
seek the safety of high-quality investments in the US.
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= As the anti-dollar currency, the euro exhibits a strong negative correlation
with the USD. The euro is undervalued by more than 15% on a purchasing-
power-parity (PPP) basis, and appears attractive for patient investors.

= The pound (GBP) has declined by 28% since 2014 and is also
undervalued against the USD. Assuming a reversal of the Brexit
referendum, the GBP offers significant appreciation potential over a
two-year period.

= Developing economy currencies are undervalued versus the USD and would
benefit significantly from a world economic recovery.

Pulling it all together, the USD appears to be in a long-term peaking process and
could face significant downside over the next several years. Sustained
depreciation of the USD would be an enormous positive force for the world
economy and US corporate earnings. A weak dollar is consistent with improving
global liquidity and an expanding global economy, which in a virtuous cycle,
would exert further downward pressure on the dollar, providing stimulus for
global growth.

WHAT ARE THE KEY INVESTMENT IMPLICATIONS?

The outlook for global economic growth is the primary determinant of the
direction of world financial markets. The outcome is likely to be binary: A
synchronized recovery in the world economy would be the catalyst for a rebound
in global equities and interest rates, and a decline in the US dollar. Conversely,
continued economic stagnation would result in weakness in equity markets,
sustained low levels in world interest rates, and continued strength in the US
dollar.

A sustained recovery in the global economy should trigger a shift in equity market
leadership from the US to the rest of the world. While US stocks are viewed as
safer and more defensive, European, Japanese, and emerging Asian equities are
more cyclically oriented, and more tightly correlated to global economic trends.
Each of these markets also offers far greater value relative to that of the US.

| expect non-US equities to begin to outperform the domestic equity market as
evidence of a world economic revival becomes more apparent and widespread.
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Robert F. DeLucia, CFA, was formerly Senior
Economist and Portfolio Manager for Prudential
Retirement. Prior to that role, he spent 25 years at
CIGNA Investment Management, most recently serving
as Chief Economist and Senior Portfolio Manager. He
currently serves as the Consulting Economist for
Prudential Retirement. Bob has 45 years of
investment experience.

This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need
investment advice, please consult with a qualified professional.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned
herein, the recipient(s) of this report must make its own independent decisions.

Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No
representation or warranty is made as to future performance or such forward-looking statements.

The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding
such indices has been obtained from sources believed to be reliable but has not been independently verified.

Bloomberg Barclays U.S. Treasury Inflation-Protected Securities (TIPS) Index: Measures the performance of rules based, market value-weighted
inflation protected securities issued by the U.S. Treasury. It is a subset of the Global Inflation-Linked Index (Series-L).

CBOE Volatility Index: An index of implied equity market volatility, reflecting the market estimate of future volatility for the S&P 500 Stock
Index over the next 30 days, using options.

MSCI Emerging Market Index: An index of equity market performance for developing markets, primarily in Asia, Latin America, and Eastern
Europe. The index tracks both large-cap and small-cap stocks and is weighted by market capitalization.

MSCI World Ex US Index: Measures the performance of the large and mid cap segments of world, excluding US equity securities. It is free float-adjusted
market-capitalization weighted.

Russell 2000 Small-Cap Index: Is an index measuring the performance of approximately 2,000 small-cap companies within the United
States.

S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since
mid 1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted.

State Street Investor Confidence Index: measures investor confidence or risk appetite quantitively by compiling actual buying and selling
patterns of institutional investors.

US Trade-Weighted Dollar Index: An index that measures the value of the US dollar in relationship with other currencies, statistically
weighted on the basis of importance to the US as trading partners.

These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial

instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is
not a guarantee or reliable indicator of future results.

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential
Financial or any of its subsidiaries.

©2019 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, the Rock symbol and Bring Your Challenges are service marks of
Prudential Financial, Inc., and its related entities, registered in many jurisdictions worldwide.
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